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resentment. Meanwhile, he hed raised the guestion of 
compensetion for the danase to the Shell Comosny's 
lnstelletions eat Haitse Bay. Although tne Palestine 
Government hed not hitherto sccepted responsibility for 
the peyment of compensation for loss or demere ceoused 
by terrorists, the megnitude of the drmase coused by 
this incident (S400,600) was thought to merit special 
treetnent cnd it was orovosed that an arrangement should 
be mode with the oil compenics under whicn the procceds 
of a generel inercase to Lloesl prices would be made 
avedleoble in pert to the Shell Cotmocny and in part for 
the uévelopment ot beukwrrd Areb areas. The Cabinet 
should slso be ewsre that the Figh Commissioner had put 
forward a proposel for the vesteblishment oi & general 
comoens:tion fund by the erbitrearvy sequestration of 
certain Juwish communol funds. He would consult the 
Cabinet on this propossl in .tus course. 

HANCBLLON OF THE “XOHECUBR seid 


TH OFA 
financial position o: the Palestine Government 
unduly serious. For the financicl yeer 19L46-7 
were likely to have 2 smoll surplus in spite of 
security cxoenditure of over £4 millions. They 
moreover, an untouched balance of £4 millions whicn 
could 
onm 


properly be drawn unmon. The British texoayur 3 
be exoveted to assume further burdens in respect 
Polestine; cad the local Government should Los. no time 
in itmposine sdaitioncl taxation. There wes no neem or 
jusbtifici.tion for texetion diserioineting. cetween Jews 

and £rubs. He would Georeeute thre psyment of compoen- 
sition to the Shell Compeny which woulnt place thea in 

fevouréad ponition vis-a-vis other srivate interests in 
Palestigac. It wos resconeble to expect the company to 


egoinst ths risk or torrorist dainoge. 


ey 
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have Losuren$ 
The Cabinet - 


(1) asked the Secretory of State fov the Colonics 
to inform the Wieh Commissions: tor Polvsctine 
thet the Evlustine Government snould not Look 
,or turthee Linencial sssistence fProw iis 
faa jesty's Government eb the present tives, 
should take Llaaicuicte steps to ensure 
belenced budget by imposing additionsl 
Measures of gencrel toaxstion; 
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Heecided thet ths High Commissioner Lor 
Pelestine shonld not bo suthorised to bieose 
orp gpnrove “oy Measure: festened to prow u.. 
soecicl compensétion Por the Shell Compeany 
for the. denege eeused by terrorists to tacir 
Foaife sey o1l instelileations. 
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FINANCIAL SITUATION: COST OF THRRORIST 
DAMAGE J.ND OTHER ILLEGAL .CTIVITIES. 


the Colonies, 


Ls The Palestine Government have for some time been 
increasingly pre-occupied with financial »robleis resulting 
from the two main formus of Jewish illegal activity - terrorism 
and illegal imuwigration. They have evinced wuch concern, 
which I share, at the mounting danarse to oublic and »orivate 
property and at the heavy financial burdens ilimosed by their 
efforts to counter illegal immigration and check the activities 
of the terrorists. So far as »roverty is concerned, no public 
provision exists for compensation and the Palestine Governinent 
do not, of course, admit any responsibility for losses. But 
public expenditure both by the Palestine Government and by 

His Majesty's Government continues to rise and the High 
Commissioner is imuch exercised as to thse risht method of 
nesting these additional charras, 
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e. QDhe Palestine Pinancial Position. 


The surjlus funds of the Palestine Government are being 
rapidly wiped out. The (irect cost to pubtic Tunds. in 
Palestine of terrorist activities over the last two years is 
well over £5,000,000, while the cest of Security measures, 
including the evacuation of non-essential civilians and the 
LOSS resulting from the reduced effectiveness of the 
departmental services is probably even hirher, The annual 
exnenditure ofthe Palestine Government on security ineasures 
is now more than £8,000,000 in a budget totalling £25,000,000. 
This docs not include a liability for the cost of the Cyprus 
canips for illeral immisrants and the hire of shioping in that 
connection, evacuation expenses, pensions and gratuities to 
deoendants of officials killed in terrorist outrages and sécurity 
measures such as the requisitioning of oronerty. In 1946/47 
these claims alone amounted to £2,650,000. During 1947/48 4 
deficit of £1,000,000 in the Palestine bud:et is expected, quite 
apart from th: considerable cost of tieasures directed aprainst 
illegal immigration,of Government losses “rans terorist action 
and other security commitments, It is impossible to estimate the 
probable expenditure on these counts, but it nay well be 
considerable. Furthermore, if the we-imoosition of the 
vigorous measures taken a few ionths aro becomes necessary, the 
eficcet on seneral. revenues would be serious, 


WOO NOT 


Ee 


Oe During the last two years military cxpenditure from 
Imperial funds in Palestine has amounted to £826,000,000. 
The Defence Committee (D.0.(47) Seventh Mesting) expressed the 
view that in present circumsts nces funds could not be found 
from United Kingcom sources to contribute towards expenditure 
y the Palestine Government on the Cyprus carps and other 
security measures, aml urged that Palestine should consider 
ways and means of raising adcitional fovenue to cover these 
expenses, In framing their general budget, the Government 
of Palestine have been constrained to eliminate all expenditure 
on development anc social services whieh is not essential, to 


avoid regression. No further econovy in tis direction is 
possible, 


4, IT therefore consulted the Chancellor or the ixchequer 
regarding new means of taxation to meet thrse heavily increasing 
burdens: and as a result - have vretTerred. c6 stain. proposals to 

the High Commissioner for consideration. “he High Commissioner 
is now cxamining these wroposals, but he his already indicated 
that the amount realisable in this way will in any event not 

be cotnnensurate with the need, and that the additional burden 
inevitably placed on the Arab taxpayer would arouse a justiflable 
resentine nt in that Arabs would be made tc .cy taxes because of 
Jewish lawlessness, Discriminatory taxation is difficult to 
devise, for even when it is shown that the Jews will | 
undoubtedly contribute the larger amount of the sum it is 
proposed to raise, and that tnat proportion of the suu Whicis 

will fall on the arabs can be. returnes to then in tho way of 
social services, izvab political objection will still be strons. 
Jewish opvosition to new taxation LS ISO LNeViLtab ic. 
Nevertheless, I am of the opinion that som: incresnses in 
eenoral taxation must be mate. 


Oe Cotroonsation for damage caused by ter.orisin 


Tn resard to dainaco to property by terrorists, the Hien 
Commissioner, While adinittine that Government has no 


responsibility to compensate for losses, nns reoresented th t 

the damaze to the oil installations of the Shell Company at 
Haifa ~- estitated at £400,000 - is by Vory marniwude & 
special case. On tho duy Lollowins the atvack on the Haifa 
installations, the Palestine Goverrnent, tarough its Public 
Information OPTicer, publicly stated that whe cost of the du 
would be recovered from the comuunity, Ln one way or another, 

It is, of course, possible for the Shell Company to recover their 
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losses by an increase in prices tO- OCGed Geos ume ts. Olle San. 
steo would »vroduce windfall DGS Oe OU hoe Oe Le 
co. panies in Palestine wio would increase siuir orices in 
conformity. The Hich Gomnissiloner therefore susrestod thet 
there should be imoosed a svecial tax of ¢ ils per litre on 
benzine and 400 nils per metric ton on furnice fuel for 18 .onths 
sn the Pirst instance. This tax is estimavcd to yleld over nek 
period £477,000, of which £344,000 would be derived Prom Jovinn 
sources ant £133,000 from non-JGws., OL this: total sum, the 

oil comoany would be rclinbursed by Government up to an agreed 
percentage of their loss, and a sum equivalone to the estimated 
contribution by the Areb section of the ponulation would be set 
aside by Government. from its general prevents ani devoted to 
mensuras, for wailen Lunas would not otherwise be available, ror 
japroving the more backward AAD 


areas of che country. The tax 
would thus be diseriminatory in Sr ect. PUY 2100 COs says 
Wich Commissioner 18 advises Haak iy Would NOt TAP ringe. one 
non<-diseriminatory Srovisone OF awoke 1. Ae: We 


Bier This provosal is op3n to objection on the grounds that 

ite LeVOuUrS: an OL. COupeny “in prere rence ‘To Gli other antores ts, 
public or »rivate, so far damaged by terrorism in Palestine. 

I feel that the singling out of a wealthy oi1 company to be 

the first recipient of "coumsnsation" at the cxpcnse of the 
Jewish community, would be represented, by thoss concerned 

to inake anti-Britisn vropartanda, as a demonstration of the 
underlying purposes fon which Great Britain is in Palestine 

and in general as an indication of the subservience of our 
Palestine policy to strategic intcrests and cspecially those 

of Middlc Best oil.  §$mMorcover, so far as I aw aware, no other 
private conctrn in Palestinc. has been thus compensated Por 
dainage caused by terrorist action. I »ut this objection to 

tho High Commissioncr «and sugested, as an alternative, the 
creation.by the iitjposition of a tax.on.oil. of © "compensation" 
fund from which Gx sratia paynents inieht be tarde to any 
intercst, public or »rivate, injurcd by terrorist action; 
altsougn I recognise thet, from such a fund, a substantial 
contribution would be made to thse Shell Cotpany. I sugsestud 
that the reculations establishing such a fund mirsht »rovide 
that the reccipts frou .rab sources should be devoted to the 
extension of social services and development work in .xrab 
AYoIas, Such an arrangeient, wnich would Ant axeclusive ly 
favour oil interests, could be defended arninst charges of 
discrimination acainst the Jewish coununity, on the grounds that 
by tbheiv refusal fully to co-operate with Government arainsy 
tersorisn, it was right and proper that they should contribute 
to remedy part of the damage which terzorism had eaused. ~-L 
invite my collensues to mdorse this proposal. 


ie Establishment of a nore ;coimrehensive cotocnsation Cunthe 


The Hish Commissioner has submitted a further pronosal 
desienec to secure mn contribution from the Jowien community 
towards the heavy costs incurred by Government in nesting the 
outrares and disorder cuused by the Jews. He has asked for 
‘iy ayoroval of a draft bill to provide for ths es tablishnent 
of a "comp. nsation" fund Of 54000 7,003 “te, bo Tinsnced ty ; 
anounts arbitrarily sequestrated Prom COCCI Owen commun... 
funds. The Losisletion setting us Sia Un Les EO drafted 
to avoid diftvicultics of communal discrimination uniuer the | 
wlondate. Lt would cipower the Pales ting Governtiant to SEU LES 
the assets of any person oP ovranisation mpsciflied by ordlor 
anc. apply them to devraylng the cou ts of acts of Lawlos angi 
by members of any section of the population OE ae 
phrase "acts of lawlessness" would cover illeroat Linndera then. 

Parc Lately, wut one 


The Lerislation would not be enacted ba Fp Ue UO, 
; Lee ak yorovad. Car 7 One Cue i: 
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Bich Commissioner desires to eo pore 
in the event of furthor larce-scrle terrorist Or apc 
Simultancously, with the enactment, fe woul inake an order ; 
unde it sequostrating curtain cornorate Punds held in the & 
of vorlous Jcowish institutions, ineiudins the Jewish .8oney 
and the Revisionist Organisation, both of whom ape as 
epo ly spark. Ot Vine Ls corporaty funds to OS Ee 
trafteia, Punds dovotud primarily to Oe a ae OG 
oxcluded. Lt would be made clonr that, 69 far as cae ees 
dawace ig concerned, a contribution towards the coat 2 oa 
dame would bs reooversd from the Poe toa LCase ener 
in respect ov incidents occurring after ti. ee rants 
Ordinance; if no such sneidents took oluce no pe 


be teiche. 


v 


Se This proposal is so drastic and far reaching in its 
iuplications that I must give it further study before making 
any rscomnendation to my colleasrucs. I feel, however, that 
they should know of its cxistence. It is of course a 
variant o% the proposal made at the time of the Jerusalem 
Secretariat disaster, when the High Commissioner recomnended 
the imposition of a fine of £500,000 on the Jewish comuunity 
and the cnactinent of legislation to provide for the freczing 
of the funds of various Jewish cornorate bodies and their 
Sequestration, if necessary, as security against the vaynent 
of the fine. This recommendation was not approved by the 
Cabinet (C.M.(46.) 75th Conclusions, Minute 1). I shall 
bring the m-ttcer cvin t> the ‘ttenti-n of my collec; ues 
when I cm in -~ wz osition ts stctc my consi“ere: viows. 


Golonial Office, S.WJ.1. 


18TH MAY, LO47. 
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